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SUBJECT: POLITICAL IMPLICATIONS OF A WORSENING 
ECONOMIC SITUATION 

FOR THE AMBASSADOR FROM ACTING ASSISTANT SECRETARY RYAN 

1 . I THINK WE SHOULD AGAIN ADDRESS OURSELVES TO THE 
POSSIBLE POLITICAL IMPLICATIONS OF A CONTINUED BAD OR 
WORSENING ECONOMIC SITUATION. WHILE CAUAS HAS STATED 
PUBLICLY THAT CHILE WILL NOT ASK TO RESCHEDULE HER 
EXTERNAL DEBT THIS YEAR, WE DO NOT SEE HOW THE GOC 
CAN HOLD TO THIS POLICY WITHOUT FURTHER DRASTIC RE- 
DUCTIONS IN IMPORTS. SUCH A REDUCTION COULD CAUSE 

A FURTHER DECLINE IN ECONOMIC ACTIVITY WITH MORE 
UNEMPLOYMENT AND CONTINUING INFLATION. 

2. THEREFORE, I WOULD APPRECIATE YOUR CANDID ASSESSMENT 
OF WHAT KIND OF YEAR 1976 MIGHT BE FOR CHILE. I LEAVE 

THE "WORST CASE" SCENARIO TO YOUR JUDGEMENT BUT WE DO WANT 
YOUR VIEWS OF WHAT MIGHT BE THE LIKELY SCENARIOS, THE 
LIKELY PLAYERS AND THE IMPLICATIONS FOR U.S. POLICY, 
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3. FYI: FOR YOUR ANALYSIS WE PROVIDE THE FOLLOWING 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 04 MAY 2006 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 04 MAY 2006 


INFORMATION TO USE AS ASSUMPTIONS ON WHICH TO BASE YOUR 
ASSESSMENTS: 

A) IMF IS LIKELY TO PROVIDE $95 MILLION IN STAND-BY 
FACILITIES AND MIGHT PROVIDE UP TO $50 MILLION FROM 
THE PETROLEUM FACILITY OR COMPENSATORY FINANCING. 

B) USG BILATERAL ASSISTANCE (PL-480, AID, HIG) WILL BE 
$90 MILLION, PLUS $8 MILLION FOR PL-480, TITLE II. 

C) PARIS CLUB NOT LIKELY TO BE CONVENED THIS YEAR. 
AMENDMENTS TO THE FOREIGN MILITARY ASSISTANCE ACT WILL 
PROBABLY PROSPER. 

E) PRIVATE BANKS WILL PROBABLY EXTEND $150 MILLION 
IN SHORT TO MEDIUM TERM CREDITS. 

4. I KNOW WE CAN EXPECT THE USUAL FINE COUNTRY TEAM 
EFFORT. WHAT WE ARE LOOKING FOR ARE YOUR EDUCATED 
SPECULATIONS. I WANT FRANK VIEWS ON WHAT THESE KINDS 
OF CHANGES MIGHT MEAN AND WHAT OPTIONS WOULD BE AVAIL- 
ABLE TO THE U.S. WHERE AND IF OPINIONS DIFFER. PLEASE 
LET THEM SHOW. KISSINGER 
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